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FOREWORD

This booklet provides the reader with the essentials related to the SOPARFI and reflects
the law and practice applicable as at the date of its publication.

This Booklet makes no claim to be exhaustive. More generally this booklet should not
be regarded as a substitute for professional advice before acting on any of the matters
discussed. The incorporation and operation of a SOPARFI should be carefully reviewed
in the light of the requirements of any particular venture regarding the implications of
the acquisition, retention or disposal of any interest in the share capital of such a
company.
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1. Introduction

Located in the heart of Europe, hosting several Institutions of the European Union, the
Grand-Duchy of Luxembourg is a small independent State which enjoys great political
and economic stability.

With its 142 banks as of the 30"™ of September 2012 and a reputed openness and
pragmatism of the local authorities to business, it offers a full range of financial services
to the international financial community. In addition, the favourable legal framework
for the set up and management of investment funds and holding companies, freedom of
capital and currency flows and an excellent communication network continue to fuel the
exceptional development of its financial centre. These factors, including the flexible and
business-minded approach of the tax authorities and multilingual capacity of its
population, have attracted numerous international corporations which have elected
Luxembourg as their location for “headquartering” their European holding company.

Political authorities are particularly sensitive to the ever changing international tax
environment and endeavoured to keep the Luxembourg tax regime as favourable as
possible in order to attract international investors and multinational companies willing
to locate their holding company in Europe.

The expanding network of double tax treaties demonstrates also the openness to the
world and the willingness of Luxembourg to attract more investors.

II. Luxembourg commercial companies — The « SOPARFI » concept

The so-called “Sociétés de Participations Financieres” or “SOPARFI” are ordinary
commercial companies incorporated and operating in compliance with the general rules
of Luxembourg corporate law.

SOPAREFI located in the City of Luxembourg are subject to standard corporate tax at the
current rate of 28.8% including the Corporate Income Tax of 22.05% (including the
employment fund contribution of 5%) and the Luxembourg Municipal Business Tax of
6.75%, without the possibility of opting for a derogatory regime. Standard corporate tax
rate should be increased to 29.22% in Luxembourg City in 2013 as it is planned to have
the employment fund contribution at 7%.

SOPARFI are subject to a EUR 1,500 minimum taxation (increased with a 1.05% for
the employment funds contribution) when their activities are not subject to any State
agreement and when their financing assets, securities and bank account represent more
than 90% of their total balance sheet.

Their activity consists usually in the management and control of investments in other
companies but they may combine this management with industrial or commercial
activities.



The SOPARFT can take any the four forms for companies limited by shares provided
under the fundamental law on commercial companies of 1915 as modified or the form
of cooperative company or cooperative company organised as public limited liability
company. However, the most commonly adopted forms are the public limited liability
company (“Société Anonyme”), the private limited liability company (“Société a
responsabilité limitée™), the partnership limited by shares (“Société en commandite par
actions™).

The SOPARFI can benefit from tax treaties signed with Luxembourg. As of the 1% of
October 2012, 64 tax treaties are in force : with Austria, Armenia, Azerbaijan, Bahrain,
Barbados, Belgium, Brazil, Bulgaria, Canada, Czech Republic, China, Denmark,
Estonia, Finland, France, Germany, Great Britain, Georgia, Greece, Hong Kong,
Hungary, Iceland, Indonesia, India, Ireland, Israel, Italy, Japan, Latvia, Liechtenstein,
Lithuania, Malaysia, Malta, Mauritius, Mexico, Monaco, Mongolia, Morocco, Norway,
Panama, Poland, Portugal, Qatar, Romania, Russia, Saint Martin, Singapore, Slovakia,
Slovenia, South Africa, South Korea, Spain, Sweden, Switzerland, Thailand, The
Netherlands, Trinidad and Tobago, Tunisia, Turkey, United Arab Emirates, United
States of America, Uzbekistan, Vietnam.

It must be noted that some tax treaties concluded by Luxembourg contain provisions on
dividend exemption more advantageous than these of domestic tax law. In such cases,
international law prevails over internal law.

Remarks :

e The SOPARFI which restricts its activity to the acquisition and management of
shareholdings is not required to comply with the law of the 2™ of September
2011. Under this law, any individual or company, prior to undertaking any
industrial or commercial activity, must obtain a formal authorisation from the
Ministry for liberal professions (Ministére des Classes Moyennes). Should the
SOPARFI wish to undertake a commercial activity concurrently with its
financial activity, it will be required to apply for a trading permit.

e The SOPARFI must comply with thin capitalisation rules applied by
Luxembourg tax authorities which limit the ratio equity/debt to 15/85 as far as
the financing of participations is concerned. Any default to comply with this
ratio will expose the SOPARFI to a tax requalification of a part of the debt into
hidden capital contribution i.e. the payments relating to charges relating to that
“hidden capital” are likely to be reclassified as hidden profit distribution. In the
same way, the amount of such hidden capital is not deductible from the tax basis
of the wealth tax payable by the company.

These provisions only focus on the financing of the acquisition of participations.
Any debt contracted for the purpose of granting loans is not subject to
requalification as long as the SOPARFTI realises a taxable profit consisting in a
spread of interest (being the positive difference between interest earned and
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interest paid) on its financing activity; this spread, initially fixed at 0.5%,
decreases reverse proportionally with the amount of financing involved. An
advance tax clearance can be obtained from the Luxembourg tax authorities.
Request in this respect must comply with the requirements provided by circular
L.IR. n° 164/2bis issued on the 28" of January 2011.

The principal features of the tax regime applicable to a
SOPARFI

According to domestic tax law, SOPARFIL, regardless of their activity, enjoy the
following tax regime:

A.

Exemption of dividend income

A SOPARFTI benefits from the exemption of corporate tax on dividends received
insofar as:

a. it has been holding or undertakes to hold its participation for an
uninterrupted period of at least 12 months and that during such a period
the participation represents either at least 10% of the subsidiary's capital
or its acquisition price amounts to at least € 1,200,000 ;

b. the subsidiary paying the dividends is (i) a fully taxable Luxembourg
limited company or (ii) a non-resident limited company subject in its
home country to a corporate taxation similar to the Luxembourg
corporate income tax or (iil) a company that is resident in another
Member State of the European Union and is covered by article 2 of the
EU Council Directive of July 23, 1990 (about the common tax treatment
applicable to parent companies and subsidiaries of different Member
States) (the “EU Parent-Subsidiary Directive™).

Similar corporate taxation means a tax on profits, levied on a compulsory basis
without possibility of electing for an exemption, at a rate at least equal to 50% of
the Luxembourg applicable rate (i.e. 10.5%, the current Luxembourg income tax
rate being 21%) on a tax basis comparable to that of the Luxembourg corporate
income tax.

The holding of participation through a flow through body has to be considered as
a direct shareholding pro rata to the share held in the invested net assets of this
body.

The same exemption benefits also to a (i) local permanent establishment of
companies residing in another Member State and covered by article 2 of the EU
Parent-Subsidiary Directive or (ii) local permanent establishment of limited
companies resident in a State with which Luxembourg has concluded a double



taxation treaty or (iii) local permanent establishment of limited companies or
cooperative companies resident in a State member to the Agreement on the
European Economic Area other than an EU Member State.

Expenses in connection with exempt income are not tax deductible.
Nevertheless, Luxembourg companies are entitled to deduct the portion of such
expenses, for instance interest on financing of the participations that exceeds the
exempt income received in the relevant tax year.

For instance, in case of an interest charge amounting of € 1,000 in
relation to the acquisition of a participation that produced an exempt
income (dividend) of € 800 in a giving year, the deductible portion of
interest amounts to € 200.

Exemption or reduction of withholding taxes on dividends distributed to a
SOPARFI

Dividends received by the SOPARFI will not be taxed at source or will be only
taxed at a reduced rate under the following circumstances:

a. if dividends are paid by a Luxembourg company, no tax will be withheld
on payment of dividends made to a SOPARFI provided such dividends
will benefit from the participation exemption pursuant to article 147 of
the income tax law (“loi de I'impét sur le revenu);

b. if dividends are paid by a company residing outside of the European
Union, withholding tax rates will be reduced according to the prevailing
international tax treaty (if any). Treaties concluded by Luxembourg
provide for reduced withholding tax rates varying from 15 to 0%;

C. if dividends are paid by a company residing within the European Union,
dividends will be withholding tax exempt according to the specific
conditions of implementation of the EU Parent-Subsidiary Directive in
the source country.

Exemption on capital gains realised on the sale of participations

Capital gains realised by the SOPARFI on participation disposals are tax exempt
insofar as:

a. the shareholding represents at least 10% of the share capital of the
subsidiary or its acquisition price amounts to at least € 6,000,000;

b. at the date of transfer, the SOPARFT has held its participation (or at least
10% of the said participation or the portion corresponding to an
acquisition price of at least € 6,000,000) during an uninterrupted period
of at least 12 months or undertakes to hold the remainder of its
participation of at least 10% or the portion corresponding to an



acquisition price of at least € 6,000,000 for a uninterrupted period of at
least 12 months;

c. the company in which the SOPARFI holds the participations must be
either (i) a fully taxable Luxembourg limited company or (ii) a EU
resident company covered by the EU Parent —Subsidiary Directive or (iii)
a non-EU foreign limited company subject in its home country to an
income tax similar to the Luxembourg corporate income tax.

The capital gain exemption is also extended to the local permanent establishment
of companies residing in another Member State and covered by article 2 of the
EU Parent-Subsidiary Directive or the local permanent establishment of
companies resident in a State with which Luxembourg has concluded a double
taxation treaty or the local permanent establishment of limited companies or
cooperative companies resident in a State member to the Agreement on the
European Economic Area other than an EU Member State.

The exemption will be limited when tax deductions or reductions of the book
value of the participation (including the depreciation of claims towards
subsidiaries) have been previously made and have reduced the tax basis of the
current tax year or of prior tax years.

In such a case, only the positive difference between the amount of the capital
gain and that of the sum of deductions made will be tax exempt. This measure is
designed to prevent the possibility for a parent company from receiving tax free
income from its subsidiary by accumulating carried forward profits in the
subsidiary whilst reducing its own taxable basis with operating charges relating
to this subsidiary.

Withholding tax exemption on dividends paid by the SOPARFI to its corporate
shareholder

Dividends distributed by a SOPARFI are withholding tax free insofar as:

a. the beneficiary is either (i) a fully taxable Luxembourg limited company
or (if) a EU resident company covered by the EU Parent-Subsidiary
Directive or (iii) a body subject in its home country to an income tax
similar to the Luxembourg corporate income tax which is resident in a
State with which Luxembourg has concluded a double taxation treaty or
(iv) a local permanent establishment of such a body mentioned under
points (i) to (iii) or (v) a limited company which is resident in the Swiss
Confederation and subject to the Swiss corporate income tax without
exemption or (vi) a limited company or a cooperative company which is
resident in a State member to the Agreement on the European Economic
Area other than an EU Member State and which is subject to an income
tax similar to the Luxembourg corporate income tax or (vii) a local
permanent establishment of such a company;



b. in addition, at the date upon which the income is made available, the
beneficiary has held, or undertakes to hold, for an uninterrupted period of
at least 12 months, a participation representing at least 10% of the
SOPARFTI’s share capital or having an acquisition price of at least €
1,200,000;

E. Exemption of capital tax

A 0.5% wealth tax applies on the "unitary value" as at 1st January of a trading company.
Basically, the unitary value, which is comparable to the accounting net asset value
notion, consists in the difference between the assets and the liabilitics of a company as
determined under the provisions of the valuation law (Bewertungsgesetz).

Participations of at least 10% of the share capital of a qualified subsidiary (or of an
acquisition cost of at least € 1,200,000) are excluded from the tax basis.

Debts related to an exempt participation are not deductible at the time of determining
the so called unitary value of the company.

IV.  Further tax opportunities offered by the SOPARFI

Luxembourg domestic tax law contains some specificity allowing improving further the
tax efficiency of a SOPARFI within a global structure, as the case may be. As such, the
following list should not be considered as limitative:

e the attribution of liquidation proceeds to a sharcholder being not subject to any
withholding tax in Luxembourg. This measure is quite useful in case of
intragroup reorganisations by allowing an optimized repatriation of tax free
accumulated reserves. It can find relevant application in specific capital
reduction situations that can be assimilated to partial liquidations;

o the flexibility of thin capitalisation rules in connection with the absence of
withholding tax on interest paid to corporate shareholders. Investments in
subsidiaries or other relevant types of assets can be structured in a specific
manner allowing tax free repatriation of cash;

e the treatment in Luxembourg tax law of some “hybrid” financial instruments,
whether participating or not, which allows a tailor made arrangement of
investments to be made for the best interest of the ultimate investor;

e the absence of “branch tax” on the repatriation of profits from a Luxembourg
permanent establishment to its foreign located head office. It may prove very
interesting for a foreign company to acquire and manage a participation in
Luxembourg or foreign companies not any longer directly, but via a
Luxembourg permanent establishment;
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e the exemption, according to relevant tax treaty provisions, of profits made by
foreign permanent establishments (branches). A Luxembourg company may
realise Luxembourg exempt income that has suffered an advantageous taxation
in the country of residence of its branch;

e the recognition of the flow through character of some local and foreign entities,
allowing the benefit of the above described favourable tax treatment to income
from participations held through this type of entities;

e the possibility to hold and to file financial statements in a currency other than
the Euro. In such a case, care should be taken to the specific implications of
filing tax returns expressed in Euro.

Finally, Luxembourg has currently between the lowest VAT rates within the EU. Thus,
the unrecoverable VAT charge will be limited in the hands of a SOPARFI not
exercising an economic activity, in the meaning of VAT law and jurisprudence. Of
course, these low rates benefit to an active SOPARFI exercising an economic activity
and, to a greater extent, to SOPARFI exercising a commercial or industrial activity in
addition to the holding and managing of participations.




